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252 THE REVIEW OF ECONOMIC STATISTICS 

BALANCE OF INDUSTRIAL INDEBTEDNESS OF banks in the United States, which are known to have 

THE UNITED STATES, JULY i, 1914 grown notably during the war, 1 by credits advanced 

TO DECEMBER 31, 1918 and not used within the period, by merchandise paid 

(Units of $1,000,000) f° r an d not exported within the period, and other items 

Credit Debit of similar nature. 

1. Excess of exports of merchandise and 

silver $11,808 

2. Net interest payments receivable 650 HI. OUR NEW BALANCE OF TRADE 

1. Net imports of gold $1,029 In our pre-war balance of trade the essential fact was 

2. American securities returned from that our excess of exports, of about $487,000,000 a year, 

ope 2 '° 00 was offset by sundry items of indebtedness, of which 

V Public and private loans to foreign ;1 ... . _ J . ., . . . J , 

. g g the chief were interest on foreign capital, immigrants 

Net freight charges 16 5 remittances, tourists' expenditures, and freight pay- 

5. Payments for the chartering of foreign ments. The main conclusion from the foregoing study 
vessels 261 of the war balance is that during the war our huge sur- 

6. Immigrants' remittances 6o ° plus of exports, averaging $2,624,000,000, was offset 

$12,458 $12,895 chiefly by the export of capital, in the form of loans to 

Net debit 437 foreign countries and the purchase of American securi- 

ties from Europe. What is the present state of our 

This table shows in summary form what the offsetting balance of international indebtedness, and what is it 

payments were against our huge surplus of merchandise likely to be ? 

exports. It indicates that the chief offset was the Our enormous exports have been caused by abnormal 

export of capital in the form of American securities needs, those of war; they have been financed by ab- 

returned from abroad and of public and private loans normal means, by American loans. This process has not 

made by the United States to foreign countries. These ended with the wai. On December 9, 1918, Secretary 

two items comprise $10,840,000,000, or about 85 per McAdoo in a letter to Congress asked for an extension 

cent of the debit side of the balance. Next in impor- of one year in which to make further credit advances to 

tance are the net imports of gold, amounting to $1,040,- the Allies out of the $10,000,000,000 appropriated for 

000,000. The remaining items are smaller in amount, that purpose. At that time the credits extended were 

their total being $1,026,000,000. The shipping items, $8,500,000,000, of which $7,608,000,000 had been made 

as shown in detail in the first table, constitute a con- available in cash. In a letter to the Ways and Means 

siderable sum, amounting in all to $2,264,000,000, when Committee, he expressed the belief that the require- 

we count the payments both ways. And of this $2,003,- ments of the Allied governments from us for purposes of 

000,000 was for freight payments to and from the reconstruction could be covered by the remainder of the 

United States. On balance, however, as shown in the appropriation, $1,500,000,000. These requirements are 

second table, the net payments on account of ship- our own exports. In June, 1919, the total credits made 

ping were a minor item — only $426,000,000. It is in- available in cash to the Allies were $9,500,000,000. In 

teresting to note that for the war period as a whole, the addition, we have the $1,000,000,000 capital of the 

shipping account shows on balance a net debit against Finance Corporation, which grants credits to American 

the United States, despite the growth of our merchant exporters. Exports from the United States in the first 

fleet. This is due mainly to two circumstances: (1) the half-year after the armistice (November to April) were 

payments for chartering foreign vessels; and (2) the $3,619,000,000, as against $3,175,000,000 in the last 

fact that our merchant fleet, though steadily growing half of 1918. Of the total, $2,294,650,000 went to 

during the whole period, did not attain to very consider- Europe. 2 

able proportions until the last year of the war, when our A state of things so abnormal cannot continue in- 

shipbuilding program got well under way, while even in definitely. Many eJementr in our international situa- 

that year the greater part of our foreign trade was still tion will operate to reduce the period to a minimum, 

being carried in foreign vessels. The unpegging of the exchanges was a first important 

When we balance total credits against total debits we step towaid normal conditions of trade. The fall of the 

find that the difference between our export balance plus rates from their artificially maintained level terds of 

interest received and the total of the debits arising out itself to encourage European exports and to discourage 

of exports of capital, gold imports, shipping charges, ours. Moreover, the financial position of Europe makes 

and immigrants' remittances, amounted to a net debit such a change imperative at the earliest possible date, 

balance of $437,000,000. This amount is probably To establish her solvency, Europe will bend her efforts 

represented by the increase of cash balances of foreign to cut down imports to the barest essentials, stop 

1 Data on cash balances are on record with the Division of Foreign For the fiscal year ending June 30, 1010 exports were $6,806,000,000 
Exchange of the Federal Reserve Board, but for reasons of public (the largest in our history), imports were $3,102,000,000, and the 
policy the United States Treasury Department, acting on a request balance $3,704,000,000 in favor of the United States. This is the 
by the President, withholds them from publication. largest balance in our history. These are the preliminary figures 

2 Exports in May were $606,379,599, and imports $328,927,139. announced by the Department of Commerce, July 1. 
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borrowing, and increase her exports as a means of liqui- 
dating her debts to other countries, and especially 
to the United States. Any other policy would mean 
further credit expansion and still higher paper-inflated 
price levels. England has announced certain prohibi- 
tions of imports. France is not only lestricting imports 
to the bare minimum of essentials, but is preparing to 
manufacture for herself, with French labor and mate- 
rials, everything possible. She is preparing, too, to meet 
her costs of reconstruction with the German indem- 
nity. Once the present German need for raw materials 
is satisfied by the raising of the blockade, the paying of 
the indemnity will tend to increase German exports, the 
only ultimate means of payment; and Germany may 
be expected to develop a large excess of exports over 
imports. 

At no distant date, then, we may expect a return to 
normal conditions of international trade. What will be 
the state of our trade balance when those conditions 
arrive ? Our new balance may be roughly indicated by 
a comparison of the invisible items as they existed before 
the war and as they were early in 19 19. The figures are 
as follows: 

ANNUAL BALANCE OF INDEBTEDNESS ON 
INVISIBLE ITEMS 

(Units of $1,000,000) 



Net interest payments 

Net freight payments 

Immigrants' remittances 

Tourists' expenditures 

Insurance premiums, commissions, 
and miscellaneous 



Totals 

Net Balance 



The pre-war period 



Credit Debit 



1>i6o 

35 
I50 
15° 

30 



$525 
$525 



The present 



Credit Debit 



$525 



P525 



5150 
i5°t 

30 



S3 3° 



* Too uncertain to be computed, but certain to result in only a 
comparatively small balance whether on the credit or the debit side. 

t Just at present tourists' expenditures are probably much less 
than the figure here given; but within a short time they may be 
expected to be larger. 

The only items which show change are interest pay- 
ments and freight payments. As regards the latter, a 
computation based on the statistics of trade carried in 
American and foreign vessels in the fiscal year 1918, 
applying the percentages of freight cost to value car- 
ried which we have used for the war period as a whole, 
would show a net credit of only $4,000,000. The situ- 
ation, however, is as yet most uncertain. It is generally 
conceded that in the past an American merchant ma- 
rine has been more expensive, in both construction and 
operating costs, than British ships. Whether this differ- 
ence will disappear, now that the initial large outlays 
for yards and organization have been made, under cir- 
cumstances in which comparative costs here and abroad 
were necessarily a secondary consideration, or whether 
the difference, though persisting, is to be compensated 



by subsidy, must be regarded as unsettled questions. 
In view of this uncertainty concerning the future of our 
merchant fleet, we have preferred not to include this 
item in our statement of the post-war balance of in- 
debtedness. Certain conclusions with regard to it, 
however, may safely be made. It is certain that in the 
pre-war period, even though about 90 per cent of our 
trade was carried in foreign ships, the net debit for 
shipping services was a relatively minor item. It ap- 
pears equally certain that this debit has now been either 
greatly reduced, or removed altogether. It is possible 
that the former debit on shipping account will be re- 
placed by a credit; but in any event, whether shipping 
services are to show a debit or a credit balance, that 
balance is certain to be small. 

The important change in our balance of indebtedness 
is that in interest payments. A net outward payment 
of $160,000,000 a year has been supplanted by a net 
inward payment of $525,000,000 a year. This is the 
result of our large loans and of our purchases of foreign- 
held American securities. Its effect is to convert a net 
debit-balance of $525,000,000 into a net credit-balance 
of $195,000,000. 

Our pie-war debit-balance was paid by an excess of 
exports. The logical implication is that our present net 
credit balance will induce an excess of imports; that 
there will be an overturn of the trade balance compa- 
rable with that of 1873, but this time a change to an 
" unfavorable," rather than to a " favorable " balance. 
This change has been freely predicted. But the situa- 
tion is not so clear as it seems at first glance. In the 
first place, it is not impossible that the new excess of 
credits may be reduced by a debit on shipping account. 
But, as has been said, that item, on whichever side of 
the account it is to be entered, will be of minor effect on 
the general balance of international payments. 

More important is the fact that our ne< excess of 
credits is of comparatively small amount — about 
$200,000,000. Against our annual receipts of interest 
payments there are heavy charges, which may be ex- 
pected to continue, and probably to increase. These 
are tourists' expenditures and immigrants' remittances. 
It has been shown that in the pre-war period the 
astonishing growth of these items was chiefly responsi- 
ble for the marked increase of our favorable trade 
balance which appeared in the late nineties and was 
afterward maintained. We have taken these items at 
their average pre-war figure, $300,000,000. Allowing 
for their growth during the period, it is probable that 
their combined amount immediately prior to the war 
was nearer $4oo,ooo,ooo. 1 If we adopt this figure the 
credit-balance is reduced to $95,000,000; and it is not 
inconceivable that a great movement of tourists to the 
battlefields of Europe combined with remittances by 
immigrants stimulated by the present marked contrast 
between conditions of labor in the new and in some parts 

1 J. Lawrence Laughlin estimates immigrants' remittances alone at 
$250,000,000. See Credit of the Nations, p. 341. This was also the 
figure given by C. F. Speare, as early as 1907, see above, p. 231. 
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of the old world, will entirely wipe out for a time our 
credit-balance on interest payments. 

There is, further, the probability that for some years 
the net movement of capital will be from the United 
States rather than toward it. If the net outgoings of 
capital are $200,000,000 a year, they will more than 
suffice, when added to outgoings on the other items 
mentioned, to offset the annual inflow on interest 
account; while, if they greatly exceed this figure, they 
will enable this country to have a continued excess of 
exports. Eventually, the growing interest charge 
would become so large as to exceed the sum of new 
annual investments, tourists' expenditures, and im- 
migrants' remittances; but that result would show 
itself only after some years. The immediate prospect 
is, however, that continued advances of American 
capital to European and other countries will provide 
the means of financing the large volume of exports 
which the world will apparently need. As long as the 
security of such loans and investments continues good, 
there is no apparent reason why a country which has so 
readily absorbed the huge Liberty loans should not be 
able to export capital at the rate of two billions a year, 
or even more. But the security cannot remain good for 
many years on such a volume of advances. There is 
surely a limit to the process of buying American exports 
on credit, a fact which is appreciated in Europe and will 
soon be appreciated in the United States. The situation 
of the late European belligerents is strikingly like that 
in which the United States found itself after the Civil 
War, although the conditions are greatly intensified. 
These countries have gone through a period of tremen- 
dous inflation, have imported huge amounts of foieign 
commodities, and have paid for them by contracting 
foreign loans. Sooner or later they must cease purchas- 
ing commodities on credit, and must pay interest on 
their foreign debts, which can be done only by decreas- 
ing their imports and increasing their exports. This 
process will involve price readjustments just as it did in 
the United States in 1873. European prices must be 
reduced, and perhaps American prices increased, before 
the necessary equilibrium can be reached in the inter- 
national exchanges. 

These are some of the possibilities which, for all their 
indefiniteness, must be taken account of when it is 
asserted that, by reason of our new creditor position, 



imports will soon exceed exports. If upon our whole 
international account we are actually a creditor nation, 
then imports must presently exceed exports. But if, as 
appears to be the fact, we have a credit of five hundred 
or more millions upon interest account, and debits, oi 
nearly the same total figure, on account of tourists' 
expenditures, immigrants' remittances, ship charges, 
and miscellaneous items, then all that is to be expected 
is that the present excess of exports will disappear and 
that commodity exports and imports will come to a 
balance. As things stood early in 1919, the " in- 
visible " items of foreign exchanges seemed nearly to 
balance, so that it did not appear that the United 
States had then become a creditor nation upon its whole 
international account. The only conclusion justified 
by the facts was that the conditions which had made 
possible since 1874 the large excess of exports had 
definitively passed. 

If the United States is to become definitively a 
creditor nation upon its entire international account, 
that status can be reached only by continued export of 
capital, such as is still going on. Continued for two or 
three years at the rate of two or three billion dollars per 
annum, such a movement would pile up annual inter- 
est charges which would certainly make the United 
States a creditor country. But whether such a condi- 
tion will actually be reached in two or ten years, and 
whether an excess of imports is to be expected within 
the former or within the latter period, cannot safely be 
predicted. 

On the basis of present data, we conclude that after a 
brief period, while Europe is still in extreme need of our 
products and our loans, our excess of exports will dis- 
appear. Exports are certain to diminish and the quan- 
tity of goods imported is sure to increase markedly. 
Whether the value of imports, which, as we have seen, 
has almost doubled during the war, will also increase, is 
much less certain. But whether the change is wrought 
solely by a diminution of exports, or is assisted by an 
increase of imports, the present excess of exports will 
come to an end. Either our exports and imports will 
come to a balance, or, in case continued export of 
capital makes us definitively a creditor nation, we may 
expect to have an excess of imports as soon as the proc- 
ess of capital exportation has had time to work out its 
inevitable results. 



